BY GEORCGE M. COBREN AND LILLIAN P. BARNES

Mate and Local Government Outlays

A DYNAMIC element in the current
geonomic situation is the steady and
rapid growth in State and logal govern-
ment activities. This continues ss o
potené exponsionary market force in
the Naticn's economy.

Total outlays of these governments,
ns measured in the nabional income
accounts, amounted to $57K billion in
1961, and they are expected to ndvance
to about 362 billion in the curent yeax.

According to present estimates, rc-
ceipts will show 3 similar rise from 1961
to 1962, but expenditures will continue
to exceed receipts, a3 they have in re-
cent years. While the recent ineroases
in these cutlays reflect in part highet
prices nnd wage coats, they represent
muinly increnses in volume nssociated
with the continuing pressure on existing
facilities nnd the expanded repponsi-
bilities of theze governmental units.

Steady advance in purchasing
Direct purchases of goods and serv=-
ices constitute » much larger progortion

Tahle L—{Hject Breahdown of State and
Local Governmemit Parchases of Goods
and Services.,
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of total expenditures for Siates and
localities than in the case of the Federal
Governament. State uod loeal purchages
totaled $51% billion last year and ace
expected 10 contribute ¢ver 34 bibion
to the GNT advance in 1962. Thesa
purchases currenily constitute five-
sixths of all govermment outlays for
goods and services [or nondefense pair-
posea, and represent about ona-tenth of
the gross national product.

State and local purchases contimed
W rise during the course of the 1960
1961 GNP downturn—ss they hed
during each of the previous postwar

recessions—and consaguently sarved to

Lelp moderata the overall cyclical
swing. In this respect their course has
been timilar to that of twe othar major
components of the GNP saggrogate:
consumer expanditurss for nondurable
paods and for services, both of which
have alao displayad persistent upirends.
{The latter were reviewed last month—
February Survey, p. 15.) It is note-
worthy, however, that in resent years,
State and loenl purchases have ad-
vanced at 5 mors Tapid pace than either
of these two brosad categories of cons
sumer spending.

The growthk in State snd local
government purchases has continwed
to outpace the population inecreasss
in recent yenrs, and per capita expend-
jibures bheve heen mounting rapidly.
(8ea chart on page 11.) Other demeo-
graphic factors determining the high
demand for governmental serviees are
the differential ratesof grawth in various
seciions of the couniry snd the higher
growth rates in the age groups drawing
heavily on these sarvices, notably school
children. '

Crutlays for education and for high-
ways (including improvements of exist-
ing roads and streets) account for over
half of the total goods snd services

1090,

Gontinue in a Stronf Uptrend

purchased by thess governments,
Health and sanitation, general adminis-
tration, and civiian safety—the next
three most importent fonctions—make
up mash af the remeinder. More than
four-fifths of the direet puorchases for
educational purposes are made by local
governments, and almost two-ibirds of.
the highway outlays are made by
States. A detailed funciional brenk-
down of the separate State and local
expenditures by type of cutlay is shown
Tor 1360 in table 4.
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[ D@lons af dalra]

1997 I!.':B'Iﬂﬂ 100053 | 300
Bk e gurorrattol Teokipa_ . 3LA| 22N B8 IT.H 392
‘Toves und nonfoees o __.__ L5 8 AN LB 2| I 3.0
Cootrliutiens ot maiad L
|- F—— N | B 1, b =l
Corent Arplls of gorecd-
oot enberpriees e L4 f . N
Fadoral grmo-in-gbd. . ..., L0 £9 & 1.8 M
Limtl movwmmani pay- 4 .
s oo wgmidi-
kB, enrrrn s —ra e o6 I o3 e 4 28T
l'nmlnaﬂ ol guods ned
---------------- LA 14 44 154 BT
Tmslnr PAYMABEL L mer-
.................... TH AW 2R RO A
et ntorest poid . oocoeaae = - - -3 =3
Inforest TR oo mnmass f f A
Lare Inberes remlved - . T
T meap oL B o og 74 82 21
Sargios or delleit {—] nn )
iy
Lo ' A T LIl o
Lachl Fsrernamant receipds.. .. .. ZhH B 1 i ET M
“Texo? pud BOMABNES. cas mewa | LD ) 1T
Conoribodions for 1+ : B0 2.1 #La
. T gt e - M oLy Ll
oG E ........ L4 L4 L 1. 4 |
Federal pranbadpendd. ... 1 14 IL.H Lo
Stats  gorittomeat  pap-
L) T 4] 48 T 2y &1
i il PR [P P IV
...... PO ——— 1
Forcheed of geode " 0od
,,,,,,,,,,,,,,,, B0 R e AL H MY
Ttumler payinapke Ly por-
- I LY Ly &of 21 23
st \ntoreat mE_ __________ rd I.:‘ R 1 11
br-| | P Y | . 1 L&
Lema: Inbowrast recodrod , E 4 .5
Poymed i Lo dtabe powem
................ 4 44 L]
Eamplut or dedieit E-E
indonka and o dee
eMnd_ . ~L =2 ¥t 3. ARl

l Tha mwm«waﬂmudmnmtmm o reg-
abthomal income aoesmil ok In thot 4 10
M-tulmmmrm t‘lmn 18 & Hignbre expechli-

Nm Dot br Alukn snd Bawall inchudell beglaning



Barch 1962

Employment up sharply
Viewed in terms of objects purchasad,
ag in table 1, more than hall of the
total outlay for geods and scrvicesgo
for payrolls. The number of full-time
squivalent employees roge to 5% million
in 1961, about ope-quarter wallion
higher than in the previous year, and
almost 900,000 higher than the number
enaployed in 1957. The rise hns heen
" most rapid In employment in schools,
which accounts for somewhat less than
Lalf of the tots). Armual sarnings of
both school and nonschool employees
have also climbed stendily, averaging
more than 4 percent s year in tha 1957-
§1 period, and adding substantially to
the total payrolls. The inerease from
1960 to 1981 representad almost one-
fourth of the change in the total wape
and salary component of the nstional
income.
Ona-fonrth of the total cutlays for
goods and services in expended for new
" pomstruetion, which rose to 513 billion
Jost wear, after hovering wround 312
to $12% billion in the 3 preceding years,
pnd some further increass is expected
in the current yesr. While showing
some cyclical tendencies, the fluctua-
tions have heen moderate as compared
with those in private constructdon
activity, ALl other purchases from
business, which cover sn extremaly wide
array of commoditiss ranging from
PER CAFPITA PURCHASES BY STATE AND
LOCAL CODVERNMENTS
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STATE AND LOCAL FISCAL POSITIONS COMPARED
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paper clips to zchool buses, hove shown
a steady upward trend roughly similar

to payrolis.
Transfer payments total $5% billion

Although good= and services repre-
seni by far the larpeat share of State ind
local government expenditures, trans-
fer payments and net inferest payments
are also important jtems: in  their
budgets. Transfer paymenta by thess
governmants have been increasing by
mors than $% biflion s vear and amount-
ed to $54 billion in 1981. Disburse-
ments to the apged, to dependent
childran, and to other public welfare
rocipients comprise shout two-thirds of
total trewnafer payments. These out-
lays have grown with increazes in the
seope of social security proprams, the
numbers requiring assistance,; and with
cost-of-living incresses in average bene-
fit payments. Most of the remaining
payments Yapresent retirement pen-
gions for State and loeal government
emplovess which have risen with tha
expangion in the number of beneficiaries
and ineréases in average annuities.

State and local expenditures for
interest chorpes are recorded on & nesb
basizs in the nationa]l invome and
product accounis. However, on o grose
baais these governments paid owé over
$2 billion for interest charges on their

V¥3F S5 S &0 6] 462 63
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outstending debt in 1881, while they
received nimost $1% billion of interest
income {froma investments in govern-
ment and privete securities, the major
portion of which is held by thewr pen-
sion and other truat fupds.

In examining State and local govern-
mept expenditurss scparately, as in
table—, it iz alao necsssary to tale into
account the payments made from one
level of government to the other; these
intergovernmental payments ecancel
when the two aress are consolidated.
As can be seen from the {able, the most
iraportant of these flows iz that from
States to localities. These payments
conatitute more than 20 percant of the
tofal expenditures of State govern-
ments, and play » major role in local
goverament financing.

Tax revenue logs outlnys

Tke major sources of revenue for
States and localities are sbown in
tables 2 and 3. Receipts have moved

upward with the steady expansion of

- gxpenditures, bus the pattern of revenus

sources has showu little change over

_the past several years, With expendi-

tures increasing by 40 percent over
the 195781 period, these governments
have besn making strenuows efforis o
expand their regeipta from tex sources,
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Tuble 3.~Disteibation of State and Loeal Government Tazes and Nontexes
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Income taxes, for expmple, heve risen

much more rapidly thap total porsonal -
income; rates have been increased in
sOIte cases, 0 greafer number of juris-
dictions have adopted the more efficient
tax-withholding collection procedure,
and there has been some incresss in the
oumber of weits vaing this tax. Simi- -
larly, sales toxes have outstripped the

rise in retail safes, These are the twa

jargest tax sources for -States, but -
account for only 7 percent of city aod
other local taxes in 1961, Property
taxes—the mainstay of local financing—
have alzo increased markedly with the
steady inerease in Dew construction,
more frequent- mmeasmauts, snd 1n-
creases in rates.

Despite their eﬂorts to incrsase tax
revenues, the advance in State end
local tax Ieceipta has been far less than
tha advanee in total expenditures, sird
these governments oontinus to rely
heavily on intergovernmental pay-
ments, insluding Fadersl graonts, and
on horrowing., Federal grants-in-aid to
State Governments atnownted to §5 bil-
Yion in 1961 and coversd about one-
Foursh of thair total direct onddays (i.e,
total expenditures lesz payments {o
loes]l governmenis). Thesa granis gre
mainly for highway econstrnction and
public assiztance, Highway sid received
& shorp fillip after the initintion of the

interstate highway propram in 1958,
., and reached a peak in 195%. Thess

granta dechined about $% killion in 1960,
but have moved up seain in 1961 and
are scheduled to advance further in the
CarTenh yeor.

State payinents to their political sub-
divisions we greptly in excess of the
Federal grants received by the States.
Such paywents o local goveroments
during 1961, representing both finnneial
osuistance and a sharing of specific
revenpes—the two cannot be . sepi-
rated—are estimated at % billion.
These funds eover s very substantial
pection of the local sntlays for educa-
tion, public assiztancs, and road snd
streat work, In addition, Jocal pov-
srnments received over $14 hillion in
Faderal grants, mecluding Federal funds
chenpeled through States, which sre
msed muinly for public assistance.
Togather, State payments and Federal

{(Continued on p. 24) -
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‘with Western Ewope was o part in
trapsnctiona on goode and services, in
part also in private capital movements.
~ For 1961 a3 s whole, Europe scams
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to hare veceived over %3 billion from
other than recorded tringactions with
ths TUnited States, compared with
ahont 2 billion in 1960. :

_ Table 4—U.5. Short-Term: Private Capital, 1960 and 1961, by Country sod Type
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State and Local
Government Outlays

(Continmed from p. 19)

grants finance more thanh a quavter of
all Jocal government axpenditures.

Investment cutleys spur borrowing

Nuotwithetending . the increasea in
texes, intergoverninental payments, and
otherr receipta—social insurance con-
trhutions and correnté surplus Irom
governmental commercial enterprises—
State goel lecal povernments are steadily
incurring deficits akd their debi has
been incrassing. Most of this bonow-
ing iz for investment outlays for
construction and equipment, which ara
in large measure debt-financed. School
construction, and to a lesser extant,
water and sewer systems, and road and
bridge construetion, have Joomed
largest in these horrowing programs.

Tota] debk increased by $5 billion in
1061 ag it had in ench of the preceding
several yemrs. The amount of debt
owtstanding at midyesr was $72Y
billion—ahbout shree-fourths of which
represented loeal government oblige-
tionz. In appraising the change in
indebtedness, it may be noted that
although the proportion of outstanding
Stata and loeal povernmant debt to
GNP has risen stendily over the post-
wir yems, it iz still wall halow the
Tntins obeerved for the pra-World War
IT periad.

The defieit shown in the acoompany-
ing tebles is not equivalent to the
change in outstanding debt meinly
beonuse the reveipis and expenditures
on income snd product aceouns include
the pension and other trust fand trans-
actions, and exclude changes in finno-
cis] nesets and jand transnetions. FPen-
gion fund surpluges are largely respon-
gible for the overall surplus on incoms

and product acoount that is shown for

State governments,



